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group level administrative offices, cor-
porate aircraft and hangars, gym-
nasiums; or 

(C) Facilities are old or extensively 
idle. 

(ii) The contracting officer may as-
sign a value significantly below normal 
when a significant portion of defense 
manufacturing is done in an environ-
ment characterized by outdated, ineffi-
cient, and labor-intensive capital 
equipment. 

[63 FR 55040, Oct. 14, 1998, as amended at 67 
FR 20691, Apr. 26, 2002; 67 FR 49255, July 30, 
2002] 

215.404–71–5 Cost efficiency factor. 

(a) This special factor provides an in-
centive for contractors to reduce costs. 
To the extent that the contractor can 
demonstrate cost reduction efforts that 
benefit the pending contract, the con-
tracting officer may increase the 
prenegotiation profit objective by an 
amount not to exceed 4 percent of total 
objective cost (Block 20 of the DD 
Form 1547) to recognize these efforts 
(Block 29). 

(b) To determine if using this factor 
is appropriate, the contracting officer 
shall consider criteria, such as the fol-
lowing, to evaluate the benefit the con-
tractor’s cost reduction efforts will 
have on the pending contract: 

(1) The contractor’s participation in 
Single Process Initiative improve-
ments; 

(2) Actual cost reductions achieved 
on prior contracts; 

(3) Reduction or elimination of ex-
cess or idle facilities; 

(4) The contractor’s cost reduction 
initiatives (e.g., competition advocacy 
programs, technical insertion pro-
grams, obsolete parts control pro-
grams, spare parts pricing reform, 
value engineering, outsourcing of func-
tions such as information technology). 
Metrics developed by the contractor 
such as fully loaded labor hours (i.e., 
cost per labor hour, including all direct 
and indirect costs) or other produc-
tivity measures may provide the basis 
for assessing the effectiveness of the 
contractor’s cost reduction initiatives 
over time; 

(5) The contractor’s adoption of proc-
ess improvements to reduce costs; 

(6) Subcontractor cost reduction ef-
forts; 

(7) The contractor’s effective incor-
poration of commercial items and proc-
esses; or 

(8) The contractor’s investment in 
new facilities when such investments 
contribute to better asset utilization 
or improved productivity. 

(c) When selecting the percentage to 
use for this special factor, the con-
tracting officer has maximum flexi-
bility in determining the best way to 
evaluate the benefit the contractor’s 
cost reduction efforts will have on the 
pending contract. However, the con-
tracting officer shall consider the im-
pact that quantity differences, learn-
ing, changes in scope, and economic 
factors such as inflation and deflation 
will have on cost reduction. 

[67 FR 20692, Apr. 26, 2002, as amended at 67 
FR 49255, July 30, 2002] 

215.404–72 Modified weighted guide-
lines method for nonprofit organi-
zations other than FFRDCs. 

(a) Definition. As used in this subpart, 
a nonprofit organization is a business 
entity— 

(1) That operates exclusively for 
charitable, scientific, or educational 
purposes; 

(2) Whose earnings do not benefit any 
private shareholder or individual; 

(3) Whose activities do not involve in-
fluencing legislation or political cam-
paigning for any candidate for public 
office; and 

(4) That is exempted from Federal in-
come taxation under section 501 of the 
Internal Revenue Code. 

(b) For nonprofit organizations that 
are entities that have been identified 
by the Secretary of Defense or a Sec-
retary of a Department as receiving 
sustaining support on a cost-plus-fixed- 
fee basis from a particular DoD depart-
ment or agency, compute a fee objec-
tive for covered actions using the 
weighted guidelines method in 215.404– 
71, with the following modifications: 

(1) Modifications to performance risk 
(Blocks 21–23 of the DD Form 1547). (i) If 
the contracting officer assigns a value 
from the standard designated range 
(see 215.404–71–2(c)), reduce the fee ob-
jective by an amount equal to 1 percent 
of the costs in Block 20 of the DD Form 
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